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In more recent years, especially since the 70's, it is fair to say that policy makers and analysts have become increasingly aware of the need to pay more attention to the agricultural sector, but mainly as a source of food or, better, as a way of substituting for the importation of food which had resulted from the earlier neglect of that important set of activities. Given a relatively stagnant agriculture, i.e. growing at less than 3 percent per * This paper draws heavily on joint work with John Fei and Frances
Stewart. I also wish to thank the FAQ and UNIDO for their support of closely related research activities. On the other hand, it is the contention of this paper that the terms of trade represent but one, if important, link in the chain which determines the success or failure of third world development--and that we must seek to place it in proper perspective.
It is probably fair to say that the profession, along with policy makers, has been fascinated almost exclusively by the open economy aspects of development over the last two decades as LDC's wrestled with the industrialization effort, first via import substitution and, later, either via more import substitution or via export promotion--with agriculture assigned an increasingly supportive role. What I believe is still missing is a development theory and strategy which encompasses the full recognition of the importance of domestic balanced growth, but without abandoning the important
open economy dimensions of the problem. It is in this context that this paper is directed at the issue of macro economic policies, the importance of the terms of trade and the revival of domestic balanced growth. Such balanced growth, it must be emphasized, involves domestic agriculture and non-agriculture acting in a mutually reinforcing fashion, but is very much consistent with and, in fact, requires an increasingly open economy setting.
In other words, this paper hopes to provide the basis for a broader understanding of the critical linkages between industrial and agricultural activities at different stages of the transition growth effort, the factors which affect the strengths and weaknesses of these linkages, and the identification of government policies, macro as well as sectoral, to strengthen those linkages where they are weak.
As is well known, in the typical import substitution mode of development the agricultural sector is basically viewed as a milch cow providing resources to help finance industrial development activity. The effort is normally made to channel resources toward the urban industrial class for both political and economic reasons, i.e. because governments are usually most concerned with satisfying the needs of the new elite by providing them with windfall profits and low priced wage goods for their workers. The most effective way of effecting the necessary income transfers is by influencing the terms of trade facing farmers, e.g. via the maintenance of an overvalued exchange rate, import controls and the establishment of a protective tariff.
Frequently, an effort is made, in addition, to intervene directly in the domestic food crop markets by setting artificially low government procurement prices for basic cereals, by levying a "hidden tax" via high fertilizer procurement prices and/or by using food imports (including PL480 type aided imports) to depress the price of food, at least for some urban consumers. Malaysia, in terms of the input and consumption demands generated by the product. This paper introduced income and substitution effects in response to price changes, while in the previous literature prices were fixed as were production and consumption coefficients. Foreign trade increasingly provides a mechanism whereby industrial production can be converted into agricultural consumption over time and many of the contributory functions of the agricultural sector can be performed by the industrial sector.
In addition to intersectoral commodity and financial flows, intersectoral land movement occurs, i.e. the reallocation, over time, of a portion of the agricultural labor force to the non-agricultural sector, as nonagricultural labor through the intersectoral labor market. Intersectoral linkages or interactions at the aggregate level must be concerned with the way these various economic functions are carried out.
Particularly at an early stage of development, the total agricultural surplus represents a crucial concept in that its presence is essential for the growth of the non-agricultural sector, certainly in the closed economy.
In the absence of such a surplus a shortage of food would prevent the sustained reallocation of labor from agricultural to non-agricultural activities.
The surplus represents the difference between agricultural output and the consumption of agricultural output within the sector and is determined by the level of agricultural labor productivity. A sustained increase in TAX thus requires increases in agricultural labor productivity.
In this context, we see the importance of the various approaches which help us understand agricultural performance. Economies at an early stage of development are unavoidably more "closed" in the relevant sense because, while they do export and import, their flexibility in using trade is more limited. Large economies also more closely approximate the closed economy assumption than small ones. But even in the relatively small economy case, e.g. historical Japan or contemporary Taiwan, the agricultural sector's surplus remains of critical importance for non-agricultural development. In the early stages of development, the industrial sector is generally a heavy net user of foreign exchange, relying on imported capital goods and having little export potential. Hence the agricultural sector normally has to provide the foreign exchange as well as the food for workers in the non-agricultural sector. While export income may be supplemented by foreign savings, the latter rarely provides more than a modest portion of foreign exchange needs. As industrialization proceeds, the industrial sector may develop its own export capacity and can begin to finance its own imports but it generally remains dependent on domestic agriculture for the bulk of its food requirements.
In the early stages of development, there may exist only limited stra- The colonial economic system is an open economy which is extremely sensitive to any changes in the external terms of trade of the primary product.
Throughout the colonial period, the fluctuation between "prosperity" and "depression" in the enclave was very much governed by the secular movement of prices in world markets. When the price tend was favorable, capital inflows occurred to further the expansion and export of the primary product. Conversely, when price trends were unfavorable, there were long periods of "colonial stagnation" accompanied by the cessation of net capital inflows or even the repatriation of capital and profits.
The major weakness of colonialism as an economic system can be traced to the fact that the economy is typically compartmentalized--i.e., divided into The relatively modern enclave offers a sharp contrast to the traditional hinterland as well from an organizational perspective, i.e. the relatively greater community orientation of the latter contrasts sharply with the relatively greater market orientation of the former. Such contrasts can be more easily maintained given the lack of substantial interaction between the two.
When a country with such an heritage beings to make the effort to reach modern growth government action usually concentrates overwhelmingly on the enclave. It is here that colonial-type profits continue to be made. This situation also customarily leads to an overwhelming concern with stabilization of the prices of primary products as a direct response to the problem of the external sensitivity of the colonial economic system. In more recent years, the literature on the development of the open economy, encompassing issues like imports, exports, foreign aid, commercial capital inflows, etc., has again centered on the more modern enclave portion of the economy, while issues related to the development of the traditional hinterland that may contain a very large fraction of the total population continue to be largely neglected--just as they were in the "compartmentalized" days of the colonial era.
In other words, while in many cases the enclave is gradually changing its character, from largely raw materials-oriented to largely industryoriented, the relative situation of the hinterland has not been profoundly affected.
The notion of a linkages approach to modernization takes on a special spatial connotation in this context, i.e. , the way to mobilize the mainly food producing agricultural sector and involve it in development is to break this residual compartmentalization inherited from colonialism, through fuller economic interaction with the relatively advanced enclave. The spatial spread of the forces of modernization, from both the technological and organizational standpoints, in fact amounts to such an integration between the two regions through which modern inputs, attitudes and organizational methods can be gradually transmitted from the "modern" sector of the enclave to the traditional sector.
It should be noted that a third major contributing factor to understand- ..
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• ' 19 minimize their total daily cost of transport, as producers and households, farmers usually live in villages or, if separately, close to the fields they cultivate.
Finally, since agricultural production is usually characterized by constant returns to scale, there exists no strong economic reason from the agricultural production side for higher population densities. This contrasts very sharply with non-agricultural production which is likely to be characterized by (i) the existence of economies of scale and (ii) the existence of conspicuous external economies, both tending to a spatially more centralized pattern of non-agricultural production at the urban centers.
The fact that the rural population is spatially dispersed also makes it more difficult to modernize agricultural production via a "centrally coordinated command system" as experimented with in socialist societies.
It is basically more difficult to gather 1,000 farmers in one place for a combination of political indoctrination and economic instruction than to gather 5,000 urban industrial workers.
It is also more difficult to monitor peasants and to determine individual contributions to productive effort according to which an incentive system could be centrally enforced. This is one of the basic reasons that collectivist organizational systems have encountered problems in the performance of their agricultural sectors and frequently been forced to experiment with different forms of incentives and organizations.
In the analysis which follows, a dual standard market is used to define For personal contacts, it is necessary for the farmers to make occasional visits to the center while engaging in both economic and non-economic activities.
We are now in a position to add a spatial dimension to our earlier account of intersectoral linkages. While agricultural production is carried out by spatially dispersed farmers, non-agricultural activities are partly carried out in the household and partly in urban centers at different levels of the hierarchy. Dualistic exchange, i.e., the exchange of agricultural for non-agricultural goods, takes place; farmers carry their produce for sale to the market place at the urban centers and buy most of their non-agricultural requirements in the same centers. While carrying out these economic functions the farmers, however, also have other contacts which permit them to acquire modern products and ideas: they learn about incentive goods, like bicycles, sewing machines, and factory printed cloth, as well as about modern producer goods such as chemical fertilizers, agricultural machinery and new seeds. While formal education may help, it is more through these informal contacts that farmers learn about the world of the enclave and beyond, i.e., mainly by contact with the urban population within the local marketing 5 centers.
The existence of these standard markets arises from the need to minimize transport time and costs. Where means of transport and communications are still linked the main way people communicate with each other is through personal contact. This sets a limit on the size of the standard market in an agrarian community.
The maximum value of the radius of the standard market is such that it allows the least advantageously located farmer to make a round trip in a reasonable period of time (e.g., less than half a day) leaving some time for him to carry out the dualistic exchange in the urban centers.
A given region may thus be partitioned either into a large number of small market areas or a small number of large market areas (see Diagrams le, cases (i) and (ii)). In addition to transport cost, two other factors help determine the optimal size of the typical standard market, namely, population density and the extent of scale economies in non-agricultural production.
The size of the urban population at each urban center is roughly inversely related to the number of standard markets. Thus, if urban industries are characterized by pronounced economies of scale and externalities the standard market areas would tend to be larger.
The optimum size of the standard market is thus bounded from above and below by certain economic considerations. On the one hand, its size cannot . . be too large in order to economize on the transport costs associated with dualistic exchange. On the other hand, its size cannot be too small in order to take advantage of economies of scale which may exist in the production of goods being demanded at current levels of income. As population density increases, the size of the individual standard market area also tends to shrink, ceteris paribus, and the number of markets to increase. This is due to the fact that, with increasing population density, the efficiency of large scale production can be realized with a smaller market area (i.e. , Diagram le, case (iv)), so that the economy of transport cost leads to shrinkage of the standard market area.
A smaller standard market thus constitutes a favorable condition for the modernization of agriculture, other things being equal. This is due to the fact that a smaller market area involves a much more close-knit community in the sense that it is easier and cheaper for farmers, especially those located near the market boundary, to engage in frequent contact with the urban centers.
In much current discussion about population pressure a large population with a limited landscape and a high population density is often regarded as undesirable. This is because a high population density also, of course, involves productivity. But, from the viewpoint of the modernization of spatially dispersed farmers, we have come to the unorthodox conclusion that a larger population may, ceteris paribus, be helpful. 
IV. Some Concluding Comments
Our spatial perspective indicates that the compartmentalization inherited from colonialism tends to restrict modernization to the export oriented enclave which usually encompasses only a small portion of the population.
When the country is small, the task of transition to modern economic growth is easier because a small country really has the option of attempting development mainly through foreign trade; given a negligible hinterland, farmers can rely on exchange with far-away urban centers. Indeed, the early success In the case of a large country with a large agricultural sector development achieved mainly through international trade is undoubtedly not a practical option.
Here it is most necessary to form linkages between spatially dispersed farmers and urban centers, mostly within the domestic economy. The recent experience of India and Mainland China has shown that it is indeed this linkage through dualistic exchange between agricultural and non-agricultural activities which is crucial to a system's chances for escaping from agrarian stagnation.
Our analysis suggests the importance of proximity between farmers and urban centers for agricultural and industrial modernization. This concept of proximity has two dimensions: first, it is a function of the average distance between the individual farmer and the relevant urban industrial center; second, of the available means and costs of transport.
The degree of such proximity has a number of effects on farmers' and rural industrialists' activities:
i) by increased contract with modern activities and consumer goods it may change their attitudes towards a more capitalist orientation;
,:._ v ii) the more immediate proximity of the various services (e.g., technical advice, credit, fertilizer, seed supply, raw materials) may lead to greater use of modern inputs;
iii) greater opportunities arise for farm family members to participate in non-agricultural activities for part of the year; iv) markets for both agricultural and non-agricultural products will be and affiliate with the urban center of the area to which they belong.
